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Abstract
As the year 2000 (Y2K) approaches, many organizations are expending significant resources to make their
systems year-2000-compliant, and there is growing regulatory pressure to report these costs. This study
examines the disclosures of large organizations in three industries to determine how companies are addressing
the year 2000 problem in their financial reports. The results revealed that, consistent with the SEC’s revised
Staff Legal Bulletin No. 5, which encourages disclosure, all companies in the sample made some disclosure
about the year 2000 problem. However, disclosure practices varied widely. Only slightly more than half of
the companies reported an estimated dollar amount for Y2K costs. Evidence also suggests that Y2K reporting
practices differ across industries.

Introduction
The magnitude of the year 2000 problem is striking. Chase Manhattan Corp. will reportedly spend $250 million on its year
2000 conversion, American Airlines, $100 million, and GTE, $150 million (Bergen 1997). The Gartner Group estimates that
organizations worldwide will spend between $300 and $600 billion on the year 2000 problem. With the rise of Y2K costs,
regulatory authorities such as the U.S. Securities and Exchange Commission (SEC) have called on companies to make year 2000
financial disclosures. This paper reports the results of an exploratory study of companies’ Y2K financial disclosure practices.
First, however, it is useful to review recent legal developments and SEC pronouncements surrounding this issue.

Y2K Legal Concerns
The year 2000 problem threatens to do harm to organizations and their constituents. The potential effects of the year 2000
glitch include financial losses, threats to public health and safety, and damage to third parties such as trading partners. Peter de
Jager (1996) even predicts that a major company will go out of business based on financial losses resulting from a
year-2000-related failure in a mission-critical system. Thus, it is not hard to imagine numerous lawsuits arising from the year
2000 problem. GIGA International estimates that year-2000-related litigation worldwide could top $1 trillion (Ditchburn 1997).
Corporate directors and officers could be liable to shareholders if they do not fix year 2000-related-problems or fail to disclose
them properly (Scheier 1996). Additionally, a company might sue its suppliers if their Y2K-related problems cause disruptions
in parts that halt production.
A number of year-2000-related lawsuits have already occurred. At least two prominent cases have involved class-action
lawsuits against software vendors who required customers to purchase software upgrades that are year-2000 compliant
(Mukherjee 1997). Lou Marcoccio, of the Gartner Group, who monitors year 2000 cases at 375 large law firms says that he
already knows of about 200 year 2000 disputes that have been settled out of court, many of which involved the payment of
between $1 million and $10 million (Chandrasekaran 1998).

SEC Revised Staff Legal Bulletin No. 5
In January 1998, the SEC issued revised Staff Legal Bulletin No.5 (the Bulletin) which states that publicly operating
companies need “to consider their disclosure obligations relating to anticipated costs, problems and uncertainties associated with
the Year 2000 issue.” The Bulletin states that a disclosure is required in the MD&A if the cost of addressing the Year 2000 issue
and/or the costs or consequences of incomplete or untimely resolution of the Year 2000 issue are known or reasonably likely
to be material such that current results may not be necessarily indicative of future operating results or future financial condition.
The Bulletin states that companies may need to disclose Year 2000 issues materially affecting a company’s products, services,
or competitive conditions in the “Description of Business” section of their annual report/Form 10-K. The staff believe a
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company should disclose if it has not conducted an assessment of Year 2000 issues or has not determined whether it has material
Year 2000 issues. If the company decides it has material Year 2000 issues to its business, operations, or financial condition,
without regard to countervailing circumstances (e.g., Year 2000 remediation programs or company contingency plans), the staff
expect the company to disclose information on:
(1) the company’s general plans to address the Year 2000 issues, relating to its business, its operations (including operating
systems) and, if material, its relationship with customers, suppliers, and other constituents: and its timetable for carrying
out those plans; and
(2) the total dollar amount that the company estimates will be spent to remediate its Year 2000 issues, if such amount is
expected to be material to the company’s businesss, operations or financial condition, and any material impact these
expenditures are expected to have on the company’s results of operations, liquidity and capital resources (SEC Staff Legal
Bulletin No.5).
The Bulletin states that the disclosure should “ be reasonably specific and meaningful, rather than standard boilerplate.”
SEC staff have also indicated an intent to request revision of any reviewed filings not containing disclosure on the Year 2000
issue. Unsatisfactory disclosure by companies on the Year 2000 issue could result in remedial action from the SEC in the form
of increasing targeted reviews, expansion of educational efforts, or recommendations for specific rule-making on the part of the
SEC (Grant Thornton L.L.P. , SEC Disclosure Issues Regarding the Year 2000, New Devlopments Summary, December 8,
1997).
Disclosures on the potential impact and a company’s response to the Year 2000 issue in the annual report/Form 10-K can
provide an opportunity for management to demonstrate due diligence in addressing the Year 2000 problems facing the
organization. In addition, by addressing the issues raised by the Bulletin, companies may demonstrate the lack of need for further
government regulation of this issue.

Research Approach
The sample for this study consists of thirty large U.S. public companies. Annual reports/Form 10Ks for these companies
were obtained from the EdgarPlus database in Lexis/Nexis. The researchers performed content analysis on this data after
developing a checklist based on the provisions of revised Staff Legal Bulletin No.5. Ten companies were selected from each of
three Fortune 1000 industry classifications: airlines, wholesale, and petroleum refining. The sample encompasses the ten largest
companies by revenue within each industry with a fiscal year end on or after December 31, 1997. The three industries were
selected based on a year 2000 risk by industry matrix developed by Capers Jones of American Management Systems (AMS).
The AMS matrix derives risk levels based on two dimensions: the importance of operational systems to daily cash flow and
estimates of year 2000 software repair costs. According to the AMS matrix, airlines represents a "high" Y2K risk industry,
whereas the wholesale and petroleum refining industries are categorized as "medium" and "low" risk industries, respectively
(Anthes, 1997). Presumably, the greater the Y2K risk to an industry, the more likely Y2K costs would be "material" and thus
disclosed in financial statements.

Results
The results of this study are presented in Tables 1 and 2. All thirty companies in the sample provided some level of
disclosure on the Year 200 issue. Table 1 indicates where the Y2K disclosure was made (with some companies making
disclosures in more than one section). The length of the disclosure provided ranged from a small paragraph to more than one
page with sub-headings. All companies discussed the Y2K issue in the MD&A section, with over two thirds giving the
disclosure prominence with its own section heading.
Table 2 shows what issues were addressed by the disclosure. As indicated, at least 80% of the companies (24) reported they
made an assessment of the Y2K issue, discussed general plans for addressing it, or provided a timetable for action. Airlines more
frequently reported that they discussed the Y2K problem with key constituents and they less often reported that the Y2K problem
was "not material" than companies in the other two industries. Finally, only slightly more than half of the companies (16)
disclosed a dollar estimate of their Y2K costs; airlines showed a greater frequency to disclose this than companies in the other
industries.

Conclusions and Discussion
The results of this study revealed that consistent with the provisions of SEC revised Staff Legal Bulletin No. 5, all companies
in this sample made some disclosure about the year 2000 problem. However, the specificity of these disclosures varied between
companies and by industry. The findings also provide some support for the AMS Y2K industry risk matrix. Airlines provided
a higher level of Y2K disclosure than firms in the other industries. This suggests that airlines expect Y2K costs to have a more
material effect on their financial results. Due to the exploratory nature of this study, there is a need for further research using
larger samples and more in-depth content analysis.
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